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Discussant's Response to 
Future Directions for Auditing Research 
Frederick L. Neumann 
University of Illinois 
We are indebted to Mr. Carmichael for stimulating our awareness of audit-
ing as a subject for research, for broadening our perspective as to the challenges it 
presents, and for reminding us of the varied forms such research may take. 
One of the difficulties in discussing research is the plethora of terms, the 
abundance of jargon, and the attendant confusion which inevitably results from 
the clash of varying philosophies that abound in this area. In this respect, at 
least, it's easy to believe that scientists were called philosophers well into the 
middle of the last century. 
One of the first exercises we assign our Masters' students in their research 
course is to have them define and discuss their concept of research. You would 
be amazed at the range of views this term conjures up. It is for this reason that, 
when discussing this area, one must be very careful in defining terms and creat-
ing classifications to be sure they are not only understood but are also appropriate 
to the intended use. We must try to select those properties for partitioning our 
subject matter which will provide the most useful set of pigeonholes for the pur-
pose at hand. I would like to employ some of the classifications used in Mr. 
Carmichael's paper as a means of discussing some of the issues they raise. 
Theoretical vs. Applied Research 
For example, it is inevitable that one or more of our Masters' students will 
introduce the theoretical vs. applied dichotomy in discussing research. This dis-
tinction may have some advantages conceptually, but it can be confusing when 
applied to actual research. It may be used with some benefit to describe the 
motivation for specific research, but it can be misleading if employed to label 
the results. 
I can understand Mr. Carmichael's considerable interest in applied auditing 
research but the role of theoretical research in auditing should not be neglected. 
(Hopefully, I will be able to avoid any of the semantic traps I have warned 
against above.) 
Kerlinger defines theory as " . . . a set of interrelated constructs, definitions, 
and propositions that presents a systematic view of phenomena by specifying re-
lations among variables, with the purpose of explaining and predicting phe-
nomena."1 
The role of theory is to provide general explanations of empirical events 
and objects to enable us to link together our knowledge of separate occurrences 
and predict events yet unknown. It helps to identify relevant variables and the 
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relationships between them—regularities which we can express in generalizations. 
Without it we have difficulty classifying our knowledge and evaluating our find-
ings. It also helps to direct further research. As has been said, "There is nothing 
more practical than a good theory." 
Primary induction, to attempt to find explanations for observed behavior, 
is interesting and useful for learning facts and developing hypotheses; but our 
ultimate goal must be secondary induction, which seeks to incorporate results 
of primary induction into an explanatory theory covering a wide range of inquiry. 
Limited, specific research projects have their value. Theoretical research, how-
ever, is the more general and more widely applicable. I, therefore, believe it is 
essential for reasonable progress. 
Without adequate theory we may lack direction, proper perspective, and 
consistency in our decisions. We have already experienced—in the problems of 
the APB—some of the consequences of pragmatically based decisions. As 
Business Week recently noted about activity in accounting, "When loopholes 
are closed and detailed rules are drawn up on an issue-by-issue basis, the result 
often is illogical, arbitrary, and inconsistent."2 
Without adequate theory, we may extend current actions which are faulty 
—simply because they are generally practiced—and, thus, compound the error. 
Whitehead pointed out a similar fallacy with regard to common sense by ob-
serving, "Its sole criterion for judgment is that the new ideas shall look like the 
old ones."3 Mr. Carmichael seems to favor a role for theory but appears to link 
it very closely to the problems of practice. Were others to extend this emphasis 
unduly, it could have unfortunate consequences. 
Bernstein states that applied accounting research, ". . . has more limited 
objectives and addresses itself to finding the most feasible and best possible 
solutions to specific problem areas."4 A preoccupation with practice may tend 
to focus primarily on the present state of knowledge to the neglect of its future 
development. Lynd has observed that, while ". . . the role of the learned man in 
earlier times may have been to stabilize custom and to conserve the past; . . . the 
social scientist, as his modern day counterpart [and I view the accountant in this 
light] . . . is bound more closely to the moving front edge of man's experience."5 
Lynd continues: 
This means that, granting all due weight to the institutionalized past 
as it conditions present behavior, the variables in the social scientist's 
equation must include not only the given set of structured institutions, 
but also what the present human carriers of those institutions are groping 
to become.6 
In the same Business Week article cited above, James S. Mahon, a partner 
in Lybrand, Ross Bros. & Montgomery, ascribes the public's current disillusion-
ment with accounting to the failure of the profession to discern three significant 
trends in attitude: 
First, we failed to perceive the growing cleavage between independent 
ownership and professional management; second, we were slow to rec-
ognize the emerging power of the institutional investor in the financial 
community; third, and perhaps most important, we did not anticipate 
the public clamor for exactitude in financial reporting.7 
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A singular focus on practice is apt to result in more of such surprises. 
Furthermore, to overemphasize practice could lead to the neglect of a vast 
amount of knowledge being developed in related fields. As Justin Davidson 
has observed: 
But perhaps the most serious flaw in the present arrangements is the fact 
that needed knowledge of vital interest to the accounting profession is 
simply not produced—whole areas of important subject matter can be, 
and have been, completely overlooked so far as research is concerned.8 
Moreover, Mr. Carmichael's hope that a theory of auditing that will be a 
"comprehensive explanation . . . an organized systematized body of knowledge" 
may be illusory if it is drawn from practice which is itself inconsistent, unorgan-
ized and unsystematic in its approach to problems. 
There are indeed numerous, pressing problems in practice today for which 
there is very little, if any, "evidence and information available to assist in reach-
ing sound decisions." And the situation looks as though it may get worse before 
it gets better. Nevertheless, if one were to be overly attentive to these practical 
issues, without an equal awareness and development of the broad-based theory 
which underlies—or should underly—this area, he would be asking for more of 
the same confusion which plagues the profession today. 
Academic vs. Institutional Research 
Another dichotomy in Carmichael's paper which, if improperly interpreted, 
could lead us astray is the one of academic vs. institutional research. Again, 
this is a distinction which may play a useful role when properly applied but 
which can also be the cause of mischief if carried beyond the bounds of its 
relevant range. 
Mautz and Gray, in the article cited by Carmichael, allude to such a dis-
tinction as one means of describing past developments and explaining the current 
status.9 The Wheat Committee and others have done so, as well. While it may 
be a useful classification in such a context, it should not be interpreted as a 
necessary characterization of research endeavors in the years ahead. If Mr. 
Carmichael's remarks were extended in this latter manner, these terms could 
have the unfortunate consequence of hardening lines of demarcation which are 
at once unnecessary and potentially deleterious. Such a misinterpretation could 
perpetuate distinctions which are not germane to the needs of research. Rather 
than a possible further widening of the breach, what we need is a greater effort 
to narrow the differences. Let's not perpetuate the unfortunate stereotype of 
the academician as one who is only incidentally interested in the problems of 
the man on the firing line. Alternatively, there is Chambers' characterization of 
the practitioner as ". . . concerned with analysis of the immediate problem con-
text of a client."10 Each party has certain skills and knowledge which may be 
of significant help in solving the problems of auditing. Our abilities should be 
of more interest than our orientation. In fact, we have some empirical evidence 
present here at this conference that this is so and I heartily endorse the sugges-
tion that there be "more attempts at cooperative research linking practitioners 
and theorists in joint efforts."11 
I would recommend to the Institute—and to public accounting firms as 
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well—that, rather than sort out projects in terms of academic vs. institutional 
interest, they endeavor to combine the best attributes of people in both areas and 
seek to assign practitioners and academicians to the same project. It may re-
quire that those oriented toward practice develop a better understanding of 
research and a greater appreciation of the role of theory. Some theoreticians on 
the other hand may have to descend from their ivory towers to learn more about 
the realities of practice. 
The Wheat Committee has estimated one year as sufficient time to complete 
most accounting research studies.12 Many firms now offer internships to faculty 
to experience auditing "like it is." Why couldn't there be faculty research intern-
ships as well?—or, for that matter, practitioner sabbaticals? They could be at 
a firm's office; or some practitioners might find it easier to do such work on the 
campus. Also, there is the growing manpower represented by retired practi-
tioners and professors, as well. There would seem to be much potential for 
cooperation. 
Research Methodology 
Joint projects might also succeed in getting a better hearing for their results. 
The failure of accounting research, to date, to attract more attention, is a prob-
lem that concerned Mautz and Gray among others.13 One explanation hypothe-
sized by them for this condition is the lack of an established research method-
ology.14 It may be that we have been derelict in its use but the classical approach 
of scientific methodology is as applicable to auditing as it is to any social science. 
We may be impatient that such an approach offers, at best, slow and tedious 
progress; but it is still the most dependable route to reliable knowledge that 
man has yet found. As Pierce has noted, 
To satisfy our doubts, . . . therefore, it is necessary that a method should 
be found by which our beliefs may be determined by nothing human, 
but by some external permanency—by something upon which our think-
ing has no effect . . . The method must be such that the ultimate con-
clusion of every man shall be the same. Such is the method of science. 
Its fundamental hypothesis . . . is this: There are real things, whose 
characters are entirely independent of our opinions about them . . . 1 5 
Carmichael has stressed—and rightly, I believe—the importance of problem 
specification as the first step. If a researcher wishes to solve a problem he must 
know what that problem is. Progress toward the solution is significantly en-
hanced when the researcher determines what it is he is attempting to do. Prob-
lems are perhaps best expressed as questions about the relationship of two or 
more variables—hopefully, with some indication as to the potential solution. 
Carmichael emphasizes the need at this point for a close tie to practice. 
Practice "should identify what phenomena require study and explication." 
Again, I am reluctant to place such a heavy emphasis on practice. I noted, 
above, my fears that using practice as the primary referrent may lead to com-
pounding errors. Primary reliance on the perceptions of the practitioner without 
due consideration of the broader issues and of theory may be short-sighted and 
could be quite harmful. As the paper observes, "In its most general form, the 
research process consists of the identification and measurement of variables that 
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are relevant to a given problem or phenomenon . . . " A singular focus on practice 
could overlook significant variables and, as a consequence, result in incomplete 
observation, inadequate data collection, and misleading results. The selection 
process sets in motion the empirical testing program which Carmichael feels is 
so important. Limiting the selection process to considerations of practice may 
very well bias the program and provide results which are deceptive. 
The classical approach of science to a problem is through the formulation 
of an hypothesis—a tentative or conjectural statement about the relationship be-
tween the variables in question, propounded with the object of following out 
its consequences. Morris Cohen has noted, 
There is . . . no genuine progress in scientific insight through the 
Baconian method of accumulating empirical facts without hypotheses 
or anticipation of nature. Without some guiding idea we do not know 
what facts to gather. Without something to prove, we cannot determine 
what is relevant and what is irrelevant.16 
Hypotheses may be derived from theory and are a means of extending 
theory. They should be testable and, under proper conditions, can be demon-
strated to be probably true or probably false, independent of man's beliefs or 
desires. They are a very powerful tool in acquiring dependable knowledge. 
Mr. Carmichael might have formulated several hypotheses in response to 
his problem in ARM No. 1, to determine the variables used in defining "suf-
ficiently material." There is ample precedent in the literature, for example, to 
have hypothesized certain financial statement measures as both necessary and 
sufficient conditions for defining this term. 
The next step after hypothesis formulation is to deduce testable consequences 
from the selected hypothesis. There is little to be gained from metaphysical 
hypotheses that have no testable implications. In ARM No. 1, this step could 
have led, as Carmichael suggests, to "if . . . then" propositions that certain 
relative magnitudes on the financial statements would prompt practitioners to 
change their opinions from "qualified" to either "adverse" or "disclaimed." It 
should be noted that the process of formulating hypotheses can often aid in 
clarifying problem statements as well as in leading to operational implications 
and testing situations. 
The test of the hypothesized relation then follows, to see if, under the 
deduced conditions, that relationship seems to hold. Here the role of the 
hypothesis may become clearer. For without some guide as to what is to be 
watched, incomplete and inaccurate observations may be made. 
Mr. Carmichael has spelled out in his paper one way in which an hypothesis, 
such as the one just propounded, might be tested. He thus gives recognition to 
the amenability of auditing phenomena to scientific research methodology. 
It should be noted, as Dewey points out, that this methodology, in imple-
mentation, is usually not as neatly defined.17 The sequence may be irregular. 
Steps may overlap and mutually support each other in development. 
Carmichael chose an alternative approach to his problem, however, for the 
reasons explained in his paper. He undertook the study with apparently no 
clearly formulated hypotheses but an awareness of the variables which might 
possibly be at work in the decision process. In view of the primitive stage of 
our theory and the pressing need for decisions, perhaps the best route to knowl-
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edge about particular issues is to identify as many possible independent variables 
as we can, to come up with as many possible explanations as Marvin Stone can 
dream up, and undertake large data gathering projects that are guided, of course, 
by appropriate statistical methodology. Properly done, such efforts may permit 
us to narrow more rapidly the bounds of probability and to focus more readily 
on subsequent investigation. 
Topics for Investigation 
I might also observe that such studies as these that we have been discussing 
are of a positive nature—that is, they seek to explain what is and, thereby, to 
predict what will be. That is consistent with our common preoccupation: 
witness "generally accepted" accounting principles and "generally accepted" 
auditing standards. This orientation, however, tends to overlook any normative 
aspects—what should be. Remember, to Judge Friendly in the Continental 
Vending Case, as we noted yesterday, generally accepted accounting principles 
did not necessarily result in "fair presentation." 
In one sense, research into normative aspects could result from findings 
regarding user behavior. Developments in this regard could conceivably be 
tested as Mr. Carmichael has noted. In another sense, however, normative be-
havior enmeshes both the user and the auditor in questions of value. Questions 
of this nature are almost impossible to test with the approach suggested above. 
In his proposed topics for research, Carmichael has presented a rather far-
ranging set of suggested challenges. Investigations into user needs and user 
behavior are noticeably deemphasized, however. Though such investigations 
may be implied by some of the topics listed, none explicitly calls for it. If the 
auditor's work is to assist the user in evaluating the quality of the material pre-
sented, then the auditor's criteria must inevitably be drawn from the needs and 
concerns of those users. Difficult and complex though the area may be, it must 
be explored. Both auditors and accountants could profit from extensive research 
into this area. I hope it will not be ignored, for to me it represents an ultimate 
authority in guiding future decisions. It may require patience and humility as 
well as wisdom and care. Perhaps it may even result in a new Journal of Unsuc-
cessful Research in Accounting and Auditing, but we must start. 
Abstract vs. Natural Research Methodology 
I was pleased to see that the paper takes time to discuss research method-
ology, particularly research design, as a separate issue. An adequately planned 
and executed research design is of considerable help both in making observations 
and in making inferences therefrom. Research design establishes the framework 
for the test. It is through its implementation that the researcher attempts to 
answer the problem posed and to control variance. We have already alluded to 
the importance of a properly formulated problem and how it may be approached. 
Research design should help to answer the problem as validly, objectively, ac-
curately, and economically as possible. We have not, however, said much about 
control of variance—the major technical function of research design. 
Control of variance usually refers to changes in the dependent variable. The 
research endeavors to isolate, as much as possible, the effect of the independent 
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variable in question. The researcher tries to minimize, nullify, or eliminate the 
influence of all other variables that might play a role but which, for one reason 
or another, are not of interest at the time. It is through the relative ability to 
control variance that Carmichael arrives at the traditional classification scheme 
of research design. 
It should be made clear, however, that the researcher must be aware of 
variables at work that might influence his dependent variable under any type 
of research, if he is to be able to say anything about his results. In this sense, 
theory must precede all forms of research. It is true that under abstract condi-
tions, the researcher builds the experimental environment, while under field or 
natural conditions, he must accept much of what already exists. It may, how-
ever, be a rather sweeping generalization to state, "in the natural setting, there 
is less precision in the measurement of variables and less certainty that research 
results are attributable to a particular variable." 
Nevertheless, under either condition, the researcher is dealing with less 
than the whole. Selective perception in the natural setting can be just as destruc-
tive of validity as can the failure to secure correspondence with reality in the 
abstract setting. To say that "when abstract settings are used, the researcher 
must incorporate theory in the situation before data are collected . . . [while] 
. . . when using natural settings, the researcher collects data and then incorporates 
theory as he interprets the data" is to me another distinction which could be 
misleading. Under either condition, theory can provide guidance for identification 
of variables and control of variance in advance of observation and should, to 
enhance our confidence in our results. As Poincare noted, 
It is often said that experiments should be made without preconceived 
ideas. That is impossible. Not only would it make every experiment 
fruitless, but even if we wished to do so, it could not be done.18 
Perhaps an alternative distinction might be between those conditions under 
which the researcher can observe the action of the independent variables and the 
dependent variables' response, and those under which the action has preceded 
the observation and the researcher must impute the relationship by retrospection. 
There is a significant difference between these two cases, as in the latter there 
was no chance for the researcher to exercise control of the independent variables 
and a hypothesized relationship can therefore be asserted with probably less 
confidence than under the former conditions. 
Control is crucial if we are to have confidence in research outcomes. With-
out it, as Professor David Green has said, "The results cannot be illuminating; 
interesting perhaps, but not illuminating."19 
Conclusion 
One of the ironies of research in auditing—to me—is that a group which 
proclaims some interest in objectivity and which pretends some expertise in 
evaluating control, analyzing evidence, and enhancing credibility should have 
such a poor track record in research. Mautz and Sharaf showed us our potential. 
Hopefully, Mr. Carmichael's program will lead to an era of joint cooperation 
of academician and practitioner that will result in significant, new, and reliable 
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knowledge about auditing, about those who practice it, and especially about 
those whom it seeks to serve. 
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